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October 15, 2012 

Global Financial Markets 
 
Global markets suffered losses throughout the week, dragged down by ominous warnings of weak corporate earnings in 

the US, China’s downgraded economic growth forecast from the World Bank, and the International Monetary Fund’s bleak 

World Economic Outlook report which downgraded its growth outlook for the Asia-Pacific region. Moreover, better-than-

expected US  jobless claims figure released later during the week was overshadowed by Spain’s credit rating downgrade. 

 
 
Global Equities 
 

Global equities lost ground as investor 

sentiment was pulled down by concerns 

over weak corporate earnings in the US, and 

as both the World Bank and the IMF 

released gloomy economic growth forecasts 

for the rest of the year. This week, the World 

Bank reduced its forecasts for economic 

growth in developing East Asia, which 

includes Cambodia, China, East Timor, 

Indonesia, Laos, Malaysia, Mongolia, Papua 

New Guinea, the Philippines, Thailand, 

Vietnam and the Pacific island economies. 

From a previous projection of 7.6% last May, 

the bank now forecasts a downwardly 

revised 7.2% growth for 2012. The drop was 

mostly attributed to China, whose growth 

forecast was also downgraded to a 7.7% 

expansion in 2012, from a previously 

projected +8.2%. The report added that 

China’s slowdown this year was significant, 

and that some feared it could still accelerate. 

Likewise, the IMF now expects global 

economic output to expand by 3.3% this year, down from its July estimate of +3.4%. The agency also lowered its forecast for world 

growth in 2013 to +3.6% from its +3.9% July estimate. 

On Thursday, global equities markets were further battered by news of Spain’s credit rating downgrade, though this did lead to 
speculation that the region would be pushed to request for a bail-out soon. Week-on-week, all indices ended in the red as the MSCI 
World index lost 1.52%, with the European region dropping 0.16% and the Asia-Pacific ex-Japan region sliding 0.79%. The Dow 
Jones Industrial Average index and the S&P500 index likewise lost 1.83% and 1.95%, respectively. 

Economic data released for the week pointed to a very weak global economy, with dismal news overshadowing any positive 
releases. 

 Small business sentiment in the US weakened for the fourth time in five months last September. Data released by the 
National Federation of Independent Business (NFIB) showed an optimism index that fell 0.1 of a point to 92.8, lower than 
market estimates of 93.5. Thus far, the index has averaged at 93.1 in 2012, a figure considered to be a weak reading this 
far into a recovery. According to the NFIB, most businesses seem to be holding out on making major decisions until the 
election comes to pass. The report added that owners are in maintenance mode, spending only where necessary and not 
hiring, expanding or ordering more inventories until the future becomes more ‘certain’.  

 In evidence to a very feeble jobs market, a compilation of US labor indicators weakened further last September. According 
to the Conference Board, its employment trends index lost 0.34% to 107.86 from a revised 108.23. This was its third 
decline in the last four months, despite being up by 5.4% from a year ago. Director of macroeconomic research at the 
Conference Board Gad Levanon has stated that the US economy entered a soft patch in the spring, and this has resulted 
in lackluster job growth, which is likely to continue until the first half of 2013.  

04-Oct-12 11-Oct-12 % Change

MSCI World 1,329.00 1,308.83 -1.52%

MSCI Europe 93.50 93.35 -0.16%

MSCI Asia-Pacific ex-Japan 442.51 439.02 -0.79%

Dow Jones Industrial Average 13,575.36 13,326.39 -1.83%

S&P 500 1,461.40 1,432.84 -1.95%

Global Equity Performance
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 According to the German Ministry’s economic report for October, substantial risks of a downturn were seen in the nation’s 
economy. The report stated that the German economy was developing a “markedly subdued dynamic” and that sentiment 
among business people had further worsened. However, it was also noted that the economy continued to show resistance 
to recessive tendencies in the Eurozone, with private consumption still supporting the economy despite stalling 
employment growth. 

 
Global Bonds 

 
US Treasury prices climbed modestly during the week, supported by three 

debt auctions held by the government. Last Tuesday, Treasury prices stayed 

up after the government’s three-year debt auction attracted good demand. The 

US$32 billion offering enticed strong buying interest despite a low yield of 

0.346%, with the bid-to-cover ratio climbing to a record high of 3.69. Solid 

demand was likewise seen at the government’s 10-year debt auction last 

Wedenesday. 

The US$21 billion 10-year bond auction generated a 3.26 bid-to-cover ratio, 
higher than the 3.04 average of the last eight 10-year debt sales. The bonds 
were sold at a yield of 1.70%, lower than the going market rate during the 
auction and the fourth-lowest borrowing cost ever recorded while selling notes 
of this tenor. On Thursday, however, bond prices fell slightly after the 
government’s 30-year debt offering—the last for the week— was met with little 
demand. The US$13 billion sale attracted below-average bidding, despite the 
2.904% interest payment offered, the highest in 5 auctions. 

 

Currencies  
 
Safe-haven currencies benefitted from the week’s unenthusiastic releases as 

investors adopted a risk-off sentiment amid worries over the ailing global 

economy. Spain’s credit rating downgrade added to the Euro-zone’s over-all 

pessimism, causing the euro to lose 0.62% against the US dollar, and 0.89% against the Japanese yen week-on-week. 

 
 
The week ahead (Oct 15 – Oct 19) 

 
The week’s losses were mostly attributed to apprehensions on the Euro-zone fiscal crisis and a slow US economic recovery, further 

highlighting a cooling global economy. For the week ahead, we expect global markets to trade sideways with a downward bias as 

investors try to gain back lost ground. Market watchers will be on the look-out for more economic releases from the US, most 

especially the much-awaited corporate earnings results for the third quarter. 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

US Treasury Yield Curve

Tenor 4-Oct 11-Oct  +/- bps

3m 0.101 0.097 -0.48

6m 0.137 0.142 0.50

2y 0.242 0.262 1.99

5y 0.631 0.659 2.72

10y 1.673 1.670 -0.33

30y 2.890 2.851 -3.90

Currencies 

5-Oct 12-Oct % Change

USD/PHP 41.430 41.430 0.00%

EUR/USD 1.3045 1.2964 -0.62%

GBP/USD 1.6136 1.6050 -0.53%

USD/JPY 78.67 78.43 0.31%

AUD/USD 1.0187 1.0270 0.81%

USD/CHF 0.9293 0.9328 -0.38%

EUR/CHF 1.21154 1.20923 0.19%

EUR/JPY 102.57 101.67 0.89%
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Philippine Financial Markets 
 

Local equities had a slow week as investors took back profits following the PSEi’s upbeat performance in the previous 
week. The local bonds market firmed due to bargain-hunting by investors after the recently held RTB auction. 
Meanwhile, the local currency traded sideways as the International Monetary Fund’s optimistic growth outlook for the 
Philippines was countered by the country’s dismal exports data. 
 
 

 
Local Equities  
 

After the PSEi’s remarkable performance during the previous week, the 
main-share local index suffered as local investors cashed in on profits. 
Disappointing export data and S&P’s credit rating downgrade for Spain also 
dragged on investor sentiment. Week-on-week, the PSEi lost 70.12 points or 
-1.29% to close at 5,369.72. Philex (+8.95%) was the top contributor followed 
by AGI (+3.45%) and ICT (+2.54%) while the week’s drags were AC (-
4.49%), SM (-4.35%) and RLC (-4.01%). 
 
 
 

Conglomerates 
 

 SM Investments Corp (SMIC) has successfully raised US$500 million from the sale of overseas bonds at fixed rate of 

4.25% per annum with a seven-year tenor. The issue was substantially oversubscribed, attracting institutional and 

private banking investors within the Philippines and across Asia and Europe as the total subscriptions amounted to 

US$3.1 billion. Multinational firms - Citibank, Deutsche Bank and J.P Morgan, were joint lead managers and joint 

bookrunners for the transaction. 

 
Financials 
 

 Sy-led Banco de Oro Unibank has completed a Php5 billion fund raising from the issuance of long-term deposit 

certificates. The successful sale of the deposit certificates was mainly attributed to strong demand from yield-seeking 

investors as the bank announced late Friday that it closed the offering of long-term negotiable certificates of deposit 

(LTNCDs) due to oversubscription from retail and institutional investors. The bank added that the LTNCDs will support 

the bank’s medium-term growth objectives and help lengthen the maturity profile of its deposit base. 

 First Metro Securities Brokerage Corp., Metrobank group’s equities arm, has reportedly formed a research partnership 

deal with DBS Vickers Securities Pte Ltd. This is seen as an initial step towards collaboration in cross-boarder trading. 

Roberto Juanchito Dispo, FirstMetroSec chair and First Metro Investment Corp. president said that the partnership is 

in line with the company’s thrust towards regionalization and opens the door to other exciting projects such as the 

planned investment in regional equities markets. It will also administer cross-border trades between the regional 

markets and the Philippine equities market that is currently being managed by DBS Vickers Securities. 

Mining & Oil 
 

 MRC Allied Industries Inc. (MRC) is selling 60% stake in MRC Surigao mines for Php105 million. According to a 

company disclosure in the Philippine Stock Exchange, MRC stated that its Surigao Mine’s enterprise value is Php175 

million. Singaporean firm Mining and Mineral Investment Holdings Pte. Ltd. and an unnamed Filipino investor with a 

mining background will acquire 40% and 20% of the Surigao Mines, respectively. 

Power 
 

 SN Aboitiz Power-Magat Inc. (SNAP-Magat), a joint venture between SN Power of Norway and Aboitiz Power Corp., 
will be supplying power to three electric cooperatives (ECs) in Luzon in the next three years. Emmanuel Rubio, SNAP-
Magat president and chief executive officer said that they have signed new power supply agreements (PSA) with the 
three electric cooperatives namely Ifugao Electric Cooperative Inc., Isabela II Electric Cooperative Inc. and Quirino 

5-Oct 12-Oct % Change

PSEi 5,439.84 5,369.72 -1.29%

Philippine Stock Exchange Index
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Electric Cooperative Inc. He added that terms in the PSA included time-of-use rates and an approximate total supply 
of 30-megawatt capacity from Magat hydroelectric power plant to the ECs over a period of five years. 

 
Telecommunications 
  

 The Philippine Long Distance Telephone Co. (PLDT) and its subsidiary Smart Communications, Inc. are building a 
Php1.4 billion fiber optic cable (FOC) network in Palawan, replacing its existing infrastructure, to support the booming 
industry of the province. PLDT Spokesperson Ramon Isberto said the project started this month and is expected to be 
completed in the first half of 2013. He also said that the upgraded network will be connected to an existing fiber optic 
cable in Iloilo. 
 

 
 

 
 
Philippine Bond Markets 

 
Local government securities prices marginally increased during the week 
on the back of bargain-hunting following the 25-year RTB auction held 
October 9

th
. Moreover, investors flocked to safe-haven assets following 

the release of discouraging exports data. Week-on-week, yields declined 
by an average of 2 basis points, led by the long and short ends of the 
curve which dropped by 6 and 3 basis points, respectively. 
 
 
The Bureau of the Treasury started its sale of the 25-year Retail Treasury 
Bonds on October 9, 2012, selling Php63 billion pesos worth of 6.125% 
securities due 2037. Total bids amounted to Php76.5 billion for the day.  
The sale will run until October 22, which, according to Treasurer Roberto 
Tan, may be limited to Php100 billion pesos for its entire duration 
depending on the demand. 
 
 
Philippine Peso 
 

The Philippine peso traded sideways during the week as the International Monetary Fund’s stellar growth forecast for the country 
was countered with downbeat export data. The local currency ended the week unchanged at Php41.430. 
 
According to a data presented by the National Statistics Office (NSO), merchandise exports in August declined by 9% year-on-year 
to US$3.8 billion, the slowest since December of last year. On a monthly basis, exports plunged by 19.7%, a significant turn-around 
from the previous month’s 9.6% gain. The decline was brought about by the continuous decrease in the value of shipments in 
electronic products (46.5% of total revenues) which fell by 14.9% to US$1.77 billion. 

 

The net foreign direct investments (FDI) inflows in the country registered at US$108 million in July, a significant turnaround from the 
US$261 million net outflow in the same period last year. Net FDI inflow for the first seven months is brought to U$1.025 billion, 
higher than the US$568 million recorded in the same period last year. According to the Bangko Sentral ng Pilipinas, all FDI 
components posted positive balances during the month, which reflected investors’ growing optimism on the country’s improving 
macroeconomic fundamentals. 

 

According to the latest World Economic Outlook (WEO) released by the International Monetary Fund (IMF) last October 9, 2012, 
global recovery projections have dimmed amid lingering concerns on the Euro-zone and the United States. “Downside risks are now 
judged to be more elevated than in the April 2012 and September 2011 WEO reports,” said the IMF in its latest report. Global 
growth projections have been downwardly revised to 3.3% and 3.6% for 2012 and 2013, from the 3.5% and 3.9% figures that were 
made last July. The IMF, however, has maintained its 4.8% outlook for the Philippines and expects the country to maintain this rate 
of expansion for next year. 

 

 

Tenor 5-Oct 12-Oct  Change

1m 1.21 1.21 0

3m 1.02 0.93 -9

6m 1.21 1.19 -2

1y 1.58 1.56 -2

2y 2.91 2.96 5

3y 3.88 4.01 13

4y 4.58 4.55 -3

5y 4.81 4.76 -5

7y 4.85 4.80 -6

10y 4.93 4.89 -4

20y 5.91 5.86 -4

25y 6.24 6.14 -10

Average -2

Peso Yield Curve                                       

(PDST-F Reference Rates)
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The Asian Development Bank (ADB) is setting a US$1.72 billion loan program for the Philippines over the next three years. It is also 
proposing a US$21.1 million non-lending program, which will be highlighted by co-financing from other sources. The ADB said that 
key areas for lending include infrastructure, the Public- Private Partnership (PPP) program, renewable energy, and energy 
efficiency projects. It added that support for financial intermediation and investment conduits will also be prioritized. 

 

The week ahead (Oct 15 – Oct 19)  

After falling as much as 2% from its recent peak, Philippine stocks are bound for a limited technical recovery this week. This will be 
driven by bargain-hunting of funds left out from the previous rally. In any case, the recent market weakness was brought about 
merely by specific corporate developments rather than a complete reversal of macro fundamentals.  
 
The upside level that we are looking at is the previous high of 5,404 while the downside risk is pegged at 5,300. The negative news 
for TEL (foreign ownership issues) and BPI (Singaporean partner DBS reduced its stake by half) are slowly being discounted in 
their share prices and will be buying opportunities on exaggerated falls.   
 
We expect investors to take advantage of further weakness for both stocks. The current yield for TEL has fallen to attractive levels 
(6% yield), suggesting a solid support at Php2,680.  BPI, for its part, has historically announced an interim regular cash dividend 
(Php0.90/ share) in the second half of each year. The bank has already paid a total DPS of Php1.40/ share in May 2012 putting its 
potential yield for 2012 at 3%.     

Meanwhile, trading in the local fixed income and currency market will continue to be influenced by the continuous occurrences on 
the world’s largest economies. Furthermore, overseas remittances and balance of payments data will be released within the week 
as these will also be used by the Bangko Sentral ng Pilipinas in gauging the need for more stimulus measures. 

 

 

 


